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PREFACE 









This report asks the question. Can the Department of Defense Pro- 
gram Change Proposal system be modified in such a way as to improve 
programming flexibility and responsiveness to change ?" This search is 
directed toward improving the management situation at the military service 
and department level. The report is critical of the present complex, highly 
centralized, compliance oriented process answerable only to the Secretary 
of Defense. Recognizing that the "key*' to flexible response on the part of 
service and departmental managers lie3 in decentralizing, to some degree, 
the authority that the Secretary of Defense has relegated to his hierarchical 
position, and recognizing that centralized authority so ingrained is unlikely 
ever to reverse itself, still it seems that there is only one path to follow. 

In viewing the Program Change Proposal (PCP) system, we see 
(1) thresholds and (2) requirements for detailed costing as being the most 
approachable manifestations of centralized authority. Therefore, it is in 
these two regards that we shall expect to offer our contributions toward an 
improved process. The author feels quite strongly that the benefits to the 
system from any relinquishing of centralized authority to military service 
and departmental level managers will far outweigh the resulting costs. 

While it is realized that a major review of the Department of 
Defense (DOD) management planning process is being conducted concurrently 
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with this report, and that the "scent of change is in the air, the present PCP 
system, rather than conjecture as to future systems, necessarily commands 



the interest of the writer. 
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CHAPTER I 



INTRODUCTION 
The Problem of Rigidity 

This paper examines the Department of Defense Planning- 
Programming -Budgeting System and the degree to which certain management 
techniques are exercised in striving for achievement of the planned objectives 
of that system. It is felt that there i6 an inherent rigidity built into the pres- 
ent process and that this rigidity, which perhaps was needed in earlier years 
to insure compliance and control, has outlived its management purpose. It is 
the thesis of this writer that the requirements and management techniques 
which contribute to system rigidity are all reflected to some extent in the pub- 
lished Program Change Proposal procedures, and that it is here that we 
should first look in seeking a means of relaxing restrictive elements. To the 
extent that inflexibility can be alleviated, the system can be expected to 
improve in its responsiveness to changing external factors and influences, as 
well as to better serve those who would exploit it as an effective management 
tool. 



An Overview 

In early 1961, a new planning and programming system was initiated 
within the Department of Defense in a move by Secretary of Defense Robert S. 
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McNamara to introduce and implement scientific techniques of management 
in defense decision making. The ultimate aim was to manage the entire 
defense establishment by the end objectives of missions performed. In addi- 
tion, programming would provide a link by which these missions could be 
translated, in terms of cost, into meaningful budgets expressed in traditional 
budget terms and categorized in accordance with the appropriation structure. 
Prior to this time, no Secretary of Defense had managed to integrate stra- 
tegic plans and overall defense programs with the annual budget. This was 
one of the underlying aims of both the 1947 National Security Act and the 
1949 Amendment to the National Security Act (which further asserted the role 
of the Secretary of Defense in the accomplishment of this endeavor). 

Traditionally, the budgets of the three military departments had been 
consolidated annually at DOD level and simply combined to form the proposed 
defense budget. Here, in conjunction with Bureau of the Budget Examiners, 
Defense Department representatives trimmed the budget to coincide with 
administrative estimates of the level of defense spending that the economy 
could bear. This amount represented the figure that the President would 
request from the Congress in support of the defense establishment. It could 
be expected that the President's budget request would be cut further in the 
House of Representatives and that, hopefully, any such cut would be restored 
in the Senate. In any event, the final budget figure approved would be par- 
celled back to the services in appropriation terms of activities or functions 
(such as procurement), rather than in terms of the end objectives that the 
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funds were meant to achieve. Since integrated defense objectives were not 
spelled out, the military departments were free to allocate their appropriated 
funds as they saw fit toward the fulfillment of their own particular plans and 
objectives, and toward supporting their own area and special interests. No 
device was available to the Secretary of Defense by which the various parallel 
or alternative means toward the achievement of objectives, as developed by 
the separate services, could be compared on the basis of cost, efficiency, 
or trade-off potential. 

Now, under the new planning and programming process, machinery 
had been installed to permit the Secretary of Defense to maintain a continually 
updated record of all approved programs for the entire defense establishment 
(see Chapter IV for details of the Planning -Programming -Budgeting and 
Program Change Proposal processes). The system was structured so that 
McNamara personally had to approve all over threshold changes and any addi- 
tions or deletions to the "Five-Year Force Structure and Financial Program, " 
as the compilation of all approved programs is titled. While budget proposals 
would be submitted as before to the Bureau of the Budget and to the Congress 
for approval and appropriation, respectively, it was now the Secretary of 
Defense who determined "what” and "whose" programs were going to be 
included in the DOD budget request. Likewise, it was he who would deter- 
mine, in the light of the amount of the approved budget, "what" and "whose" 
programs were to be cut back, discontinued, or favored. 
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As an aid to decision making, McNamara insisted on the employment 
of scientific management techniques in the form of "cost-effectiveness" 
studies, which are military-economic studies that compare alternative ways 
of accomplishing national security objectives and that try to determine the 
way that contributes the most for a given cost, or achieves a given objective 
at the least cost. (These studies are discussed in detail in Chapter 111. ) 

Thus, we see that the Secretary, his value judgments reinforced 
through scientific analyses of alternative courses of action, had grasped con- 
trol of the structure and strategy of the four services through the program- 
ming tool, thereby enabling him to command them and direct them toward the 
accomplishment of their particular shares of the overall defense mission. 

Retrospect 

We are now able, in retrospect, to view the performance of the new 
Department of Defense management process and the Five-Year Force Struc- 
ture and Financial Program over the several years since its inception. The 
basic principles of the new system, such as centralized decision making on 
matters which cross service boundaries, and the use of scientific tools of 
management, such as cost-effectiveness studies, have become generally 
accepted. Indeed, many argue that we could never have achieved the broad 
defense capability we enjoy today without the benefit of the new system and 
procedures. 
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Many other voices have been raised, however, in discordance with 
the system and with the management techniques being exercised by McNamara 
and his staff assistants. Most criticism seems to spring from problems pre- 
cipitated by the degree of centralization of management, authority, and con- 
trol exercised over the services by the continually expanding and more 
burdensome Office of the Secretary of Defense. Another separate but def- 
initely related problem centers on McNamara's insistence on scientific 
approaches to decision making, coupled with a show me ' attitude, which 
establishes an aura of negativism over the entire process in addition to 
excepting from consideration those programs which have value in light of 
professional military judgment but which cannot be fully documented or costed 
initially. (Chapters II and III will examine these particular areas of dissen- 
sion more fully in order to assess the validity of criticisms. This step is 
necessary in order to establish the criteria for assessing the effectiveness 
of the present process as outlined in the following chapters.) 



CHAPTER II 



CENTRALIZATION OF MANAGEMENT 

The exercise of authority and control within any organization can be 
thought of as existing on a continuum somewhere between complete centrali- 
zation and complete decentralization of management. The Department of 
Defense position, prior to the institution of the program budgeting process 
by McNamara in 1961, can be considered as having existed toward the latter 
end of the scale. 

This situation can be viewed as a carry-over of the traditional autono- 
mous management of the services prior to establishment of the Department 
of Defense as a new, coordinating hierarchy under the National Security Act 
of 1947 and subsequent legislation. Each of the services defined national 
security objectives, formulated independent plans toward the accomplishment 
of these objectives, and provided for research, development, testing, and 
contracting for the procurement of weapon systems with which to fulfill its 
individual mission on land, sea, or air. The process lacked an overall 
directing force and the services often funneled funds into parallel or dupli- 
cating projects with little or no combining of efforts or exchanging of infor- 
mation and technology to the benefit of the public purse. This then was the 
situation facing McNamara upon his appointment as Secretary of Defense by 
President Kennedy in January, 1961. On the one side, he was faced with the 
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aforementioned completely decentralized and just as completely ingrown tra- 
ditional management process; on the other side he was faced by legislation 
that removed all doubts as to the authority of the Secretary of Defense in 
assuming centralized management and control of the defense establishment. 
As the RAND Corporation's David Novick observes, "Mr. McNamara's 
forceful personality combined with the recognition of a legal basis for action 
was to result in a major movement toward integrated defense planning. 

Assistant Secretary of Defense (Comptroller) Charles J. Hitch recalls 
from this critical period: 

The new Secretary of Defense . . . made it clear from the beginning 
that he intended to be the kind of Secretary that / would/ . . . take the 
initiative in planning and direction of the defense program. Further- 
more, Secretary McNamara made it known that he wanted to manage 
the defense effort in terms of meaningful program entities, of "outputs' 1 
like the B-52 force, the POLARIS force, the Army Air-borne Division 
force, etc. , associating with each output all the inputs of equipment, 
personnel, supplies, facilities, and funds, regardless of the appropria- 
tion account in which each was financed. He wanted to know and, indeed, 
would have to know in order to optimize the allocation of resources, the 
cost of, for example, a B-52 wing --not only the cost of equipping the 
wing but also the cost of manning and operating it for its lifetime or at 
least for a reasonable period of years in the future. Only then would he 
be in a position to assess the cost and effectiveness of a B-52 wing as 
compared with other systems designed to perform the same or similar 
tasks. ^ 

At this point we are able to observe the beginning bases in thought for 
what has since been viewed as a revolution in defense management. Hitch 
continues: 



David Novick, Program Budgeting (Washington: U. S. Government 
Printing Office, 1964), p. 51. 

2 

Charles J. Hitch, Decision Making for Defense (Berkeley and Los 
Angeles: University of California Press, 1965), p. 27. 
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These views closely coincided with my own . . . that the financial 
management system of the Defense Department must serve many pur- 
poses. It must produce a budget in a form acceptable to Congress. It 
must account for the funds in the same manner in which they were 
appropriated. It must provide managers at all levels in the defense 
establishment the financial information they need to do their particular 
jobs in an effective and economical manner. It must produce the finan- 
cial information required by other agencies of the government, the 
Bureau of the Budget, the Treasury, and the General Accounting Office. 

But we both were convinced that the financial management system 
must also provide the data needed by top defense management to make 
the really crucial decisions, particularly on the major forces and 
weapon systems needed to carry out the principal missions of the de- 
fense establishment. And we were well aware that the financial man- 
agement system, as it had evolved over the years, could not directly 
produce the required data in the form desired. It was clear that a new 
function, which we call programming, would have to be incorporated in 
the financial management system. I had hoped that I would have at 
least a year to smooth the way for the introduction of this new function. 

I recall outlining the proposed programming system to Secretary 
McNamara in the spring of 1961 and recommending that we spend 
eighteen months developing and installing it, beginning in the first year 
with a limited number of trial programs, with a view to expanding the 
system to include all programs during 1962. The Secretary approved 
the proposed system but shortened my timetable from eighteen months 
to six. Somehow we developed and installed it, Department -wide, in 
time to use it as a basis for the fiscal 1963 defense budget. ^ 

Critics should take particular note at this time of the complexity of 
the task undertaken by the Secretary of Defense. Not only the pertinent bases 
laid in law, but the immensity of the project itself demanded more centralized 
decision making at Defense Department level. A move toward centralization 
of management must therefore be accepted as the logical approach for the 
Secretary to follow and criticisms must be centered then, on the degree" of 
centralization of authority and control that had to be exalted to the Secretary's 
hierarchical position in order to support defense -wide decision making. 



^ Ibid. , p. 28. 
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Novick describes the new planning and programming process, as 
follows, shortly after its installation: 

The new process incorporates an up-to-date, five-year force struc- 
ture and financial program, expressed in terms of forces, manpower, 
and dollar requirements. Since this program requires a continuous type 
of budget review, a program change control system was developed to aid 
in achieving this requirement. In this system, approval thresholds are 
established to concentrate attention on the major current or prospective 
issues, this being an obvious application of "management by exception. " 
These thresholds are in terms of total obligational authority require- 
ments, for the current or budget fiscal year and on a total basis. A 
progress reporting procedure for about 200 of the most important mate- 
rial items is employed. Milestone schedules are established to reflect 
the events and activities upon which the financial plan is based. Actual 
accomplishment is reviewed monthly against the milestones and reme- 
dial action is taken or revisions are made to the five-year plan as 
necessary. ^ 

While requirements for dollar costing of future force and manpower 
levels, along with continuous budget review, as described by Novick, were 
sure to prove a burden to the services, it is felt, from the standpoint of cen- 
tralization of authority and control, that the establishment of thresholds and 
reporting procedures offers us the best criteria for assessing the degree to 
which such centralization of the management function is carried out. 
Thresholds establish ceilings on the exercise of decision making, authority, 
and control by managers at lower levels in the hierarchy. Reporting proce- 
dures point up performance variances, deviations from established schedules 
or budgets, and non-compliance with established procedures and directives. 
Both thresholds and reporting requirements can be recognized as being 



4 

David Novick, Program Budgeting: Long-Range Planning in the 
Department of Defense (Santa Monica, Calif. : The RAND Corporation, 
November, 1962), p. v. 
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restrictive elements within the system, in that they confine the performance 
of lower managers to within certain specified limits. The degree of flexibil- 
ity within the system can be assumed to vary in a direct relationship to the 
level at which subordinate authority thresholds are established, and to vary 
inversely with the stringency of performance standards and reporting require- 
ments. System difficulties in both of these areas will tend to be manifested 
in the form of human problems. 

This contention is reinforced by Roland N. McKean and Melvin Anshen, 

who, in assessing problems, risks, and limitations of program budgeting as 

they might be reflected in a theoretical agency, OSR {which looks far more 

like an after-the-fact review of the Department of Defense process), warn of 

too centralized authority and of certain long-run costs that must be weighed 

5 

against the benefits of such centralization. In summarizing their views, it 
is noted that low thresholds result in more and more decision making moving 
to the top. Lower -level managers thus find that they have no bargaining 
power, that their views have no impact at higher levels, and that they lack 
authority to initiate studies or pilot projects that might substantiate their 
views. In such cases, incentives to invent and urge alternatives are weak- 
ened; it becomes less rewarding to innovate; and with greater pressures for 
compliance alone, lower-level groups become biased toward "safe" propo- 
sals and refrain from rocking the boat. 

5 

Roland N. McKean and Melvin Anshen, Program Budgeting , ed. 

David Novick (Washington: U. S. Government Printing Office, 1964), pp. 
223-232. 
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On the other hand, these same low thresholds result in more decision 
making at the top level. McKean and Anshen point out that as loss of incen- 
tives and motivation or efforts to fight the system affect the contributions of 
lower level managers even more adversely, the central group finds more and 
more of the burden falling at its doorstep. Studies tend to become increas- 
ingly centralized, resulting in harsh screening from a particular point of 
view. Analyses tend to become "design studies" of one "required system" as 
analysts and reviewers perceive that their superiors frown on certain alterna* 
tives which therefore are not considered. 

As the central group makes more and more of the decisions and 
records them in an official plan, McKean and Anshen contend that they under- 
standably tend to defend these decisions and resist changes. A natural desire 
to keep lower level agencies from constantly reopening issues may convert 
what ought to b' sequences of decisions into ’one-shot" decisions which, over 
the long run, might aggregate the tendency to pick "best" prematurely and 
to become unnecessarily committed to a course of action. 

Another consequence of excessive central control of programs is the 
neglect of uncertainty resulting from consideration of the judgments of one 
group as opposed to the diverse judgments of several branches or agencies. 
Uncertainties tend to be further neglected as the magnitude of the task of cen- 
tral control makes it essential to simplify decision making, since the natural 
way to simplify a decision is to disregard uncertainties. Lower level groups 
tend to become biased toward "safe" proposals because the cost of hedging 
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against uncertainty is hard to justify to a cost-conscious central group. 

Lester Bittel, in his recent book. Management by Exception , sheds 
further light on our subject. In case studies involving the introduction into 
functioning organizations of well laid, systematic, logical plans (an apt 
description of the program budgeting process), he traces subsequent failures 
to the inability of management to deal with human variables. Results dis- 
closed that top management's expressed requirements for full reports, rigid 
controls, exhaustive financial analysis, and, in one case, for itemizing of 
expense accounts brought reactions on the part of lower level managers, 
exemplified by feelings of threat to security or to the exercise of preroga- 
tives, feelings of conflict due to sudden change and, in the last case, feelings 
of an implied insult to individual integrity. Bittel goes on to tie such factors 
in with management at the Pentagon: 

In a 1963 editorial Life magazine was critical of what it called 
"McNamara's Human Problem. " Although the editorial acknowledged 
that "In most respects, McNamara is the best Secretary of Defense the 
U. S. has had, " it deplored his coldly analytical efficiency, which in 
Life's view destroys the support of military leaders "to whom strategy 
and tactics are arts, not sciences, and who need operating flexibility 
as well as the clear management line imposed by the Secretary. " Life 
concluded, "We need not choose between efficiency and leadership; the 
nation needs both. It also wants the civilian Secretary to have the last 
word. But he has evidently been having it in too abrupt, rigid, and even 
contemptuous fashion. In short, he has a management problem of the 
most important kind, human management. When he surmounts that one, 
he will be a great Defense Secretary. " 

Mr. McNamara, as are indeed most executives, was not aware of 
the human problem. His difficulty was in solving it. He, like the rest, 
was trying to establish and hold that delicate balance between decisive, 



6 Ibid. 
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logical action on the one hand and intelligent permissiveness on the other. 
For without the latter, experience tells most managers, they will not 
gain the ^upport and cooperation needed to move an organization forward 
in unity. 

While there remains too much contrary evidence for us to accept 
Bittel's implication that McNamara has solved his "human problem, " he does 
point the way for our later approach to the question of centralization of 
authority and control as opposed to system flexibility and responsiveness to 
changing conditions. We can see that many criticisms of the system arise 
out of conflict between the motivations of individual lower level managers and 
the degree to which the basic structuring of the system inhibits or thwarts 
them as they seek the fulfillment of their individual needs, such as security, 
status, achievement, participation, and self-fulfillment. One of the lessons 
we should learn here is that many criticisms are likely to be but superficial 
indications of more deeply rooted structural deficiencies which are not neces- 
sarily apparent, nor will they be easily identified in degree. In Such a case, 
it would seem appropriate to assume, to the extent that we can isolate and 
identify the problem, that a little less, or a little more, of the critical factor, 
as the case may be, will benefit the system (we hope, through closer align- 
ment of individual and organizational goals). In other words, we are unlikely 
to find a case in which the problem is so obvious, and the decision so clear- 
cut, that we are able to arrive at an optimal solution; but we are more likely 

7 

Lester R. Bittei, Management by Exception (New York and San Fran- 
cisco: McGraw-Hill, Inc. , 1964), pp. 262-264. 
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to face a situation where recommendation of a more favorable "range” 
activity or "degree" of compliance seems desirable. 



CHAPTER III 



SCIENTIFIC METHOD 
Criticism 

We are drawn to an examination of the Secretary's scientific manage- 
ment methods by the vast amount of criticism that their use has engendered. 
These decision-making procedures are generally summarized in the term 
"systems analysis, " which includes the controversial and closely related 
"cost-effectiveness, " "cost -benefit, " and "cost-utility" analyses. 

A basic premise of the entire concept of systems analysis as a tool 
for defense decision making is that military decisions are economic decisions. 
This recognizes that our wants are limited by the scarcity of resources (dol- 
lars, manpower, materials), otherwise we could have all of everything we 
wanted and there would be no need to exercise choice. Since we are limited 
by resource constraints, and since we are faced with problems of choice, we 
must be guided in our decision making by consideration of the opportunity 
costs of that which we must forego, in order to have something else. If we 
are the Secretary of Defense, this means that every dollar spent toward the 
accomplishment of a particular mission, or achievement of a particular capa- 
bility, is one dollar less to be spent toward the accomplishment of other just- 
as-necessary missions, or toward the achievement of other just-as-necessary 
capabilities. 
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The "systems analysis" tool permits the consideration o£ possible 
alternatives and potential trade-offs among them over a wide range, and 
eliminates from consideration those alternatives that do not fit the established 
criteria. In this manner, the decision maker is able to concentrate his ener- 
gies on the few really relevant alternatives in arriving at a more thorough- 
going decision. 

While such a system would seem to lead to much more efficient 
decision making, the cries of critics wotild suggest that perhaps there are 
weak points to the process, along with the benefits to be derived. One such 
critic, Hanson Baldwin, who has referred to McNamara as the "apostle of 
cost-effectiveness, " seems to have summarized a goodly number of the most 
often heard criticisms when he charges: 

Mr. McNamara's "whiz -kids' 1 complete with sliderules and compu- 
ters brushed aside the factor of professional judgment or scientific 
hunch when they took office and their emphasis on "perfection on paper" 
and the ’cost" part of the "cost-effectiveness" formula has definitely 
slowed the pace of military development. * 

Daniel Seligman's findings tend to support Baldwin's criticisms. He 
reports: 

Systems analysis is an endless source of exasperation to many mili- 
tary men and Congressmen, because it often leads the Pentagon to resist 
intuitive judgments whose truth seems perfectly obvious. 

Seligman notes also the widely held view that "cost-effectiveness ’ studies are, 



^Hanson W. Baldwin, Slow-Down at the Pentagon, " Foreign Affairs , 
Vol. 43, Nos. i-4 (October 1964 to July 1965), p. 263. 

2 

Daniel Seligman, McNamara's Management Revolution, " Fortune , 
Vol. LXXII, No. 1 (July. 1965), p. 246. 
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